Economic Reforms, Corporate Governance and Dividend Policy in Sectoral
Economic Growth in Pakistan
1-Introduction:
Economic reforms are inevitable for the growth of an economylike Pakistan.Infact, their role is mostsignificantto examinethe economy ofPakistan. During the last decade, Pakistan has passed through phenomenal economic changes and reforms. In the 1990's, we had seen privatization plans initiated by the government as a major economic reform. Similarly, to demonstrate the seriousness of the government in encouraging foreign investmentflows in Pakistan; there has been a major and perceptible liberalization of the foreign exchange regime. Allied to this effort, the trade regime was opened up and the maximum tariff rateswere cut down to 25 percent with only four slabs and the average tariff rate waslowered to 14 percent.The financial sector too, was restructured and opened up totheforeign competition. Foreign and domestic private banks currently operating in Pakistan have been able to increase their market share to more than 60 percent of assets and deposits.
Central to the economic reforms process is a clear progression towards deregulation of the economy.
Prices of petroleum products, gas, energy, agricultural commodities and other key inputs are mostly determined by market. Imports and domestic marketing of petroleum products have been deregulated and opened up to the private sector. More importantly, taxation reforms have beenprominently on the government's agenda, with no real reforms undertaken.This is another area where policy makers business community has innumerable grievances and dissatisfaction with the arbitrary nature of tax administration.
Above of all the previous government has introduced a concept of better economic governance.
Transparency, consistency, predictability and rule-based decision-making had begun to take roots.
Discretionary powers were significantly curtailed. Freedom of press and access to included information has had a salutary effect on the behavior of decision makers. The other pillars of good governance are: (a) devolution of power to the local governments who will have the administrative and financial authority to deliver public services to all citizens, and (b) an accountability process which will take to task those indulging in corruption through a rigorous process of detection, investigation and prosecution.
During this earlierperiod, economic growth was mainly led by consumer goods, with food and pharmaceuticals showing the strongest contribution. Intermediate goods -building materials, fertilizers, industrial chemicals, petroleum products, and other raw material -posted a speedy recovery. Domestic textile industry has been reshaped in recent years with growing scope and depth in terms of products and business strategies. Given a larger employment intensity of services sector, we believe that the sector's 52 percent contribution in domestic economy and employment has further increased. But no matter how obvious the growth is, we unfortunately cannot measure it since the large part of the sector is undocumented. More disturbing is investors' disinterest in textile manufacturing which calls for drastic steps to encourage them. Certainly pessimism regarding global demand is a major issue hurting investment prospects in textiles; due toenergy supplies is the most dominant factor in discouraging additional investments in the sector. This paper will try to cover some ignored areas in the context of Pakistan. The dividend policy is always a very appealing topic for academics. Many papers have been written on this subject, but no one studied the impact of firm performance and ownership structure on dividend payout ratio. The paper tries to study the impact of economic reforms, corporate governance and dividend policy on economic sectoral growth of Pakistan.
This paper tries to develop a model between economic reforms, dividend policy, corporate governance and sectoral growth in the presence of existing pitfalls of the Pakistan'seconomy. This is a relativelynew approach and has not been addressed in the existing economic literature. In Pakistan, few studies have looked at this phenomenon without comprehensively incorporating the role of good governance in different models and in different scenarios but no one tried to combine these factors in one model.
2-Literature Review:
Good governance is vital for the development of a healthy and competitive corporate sector. A strong corporate sector boosts "sustained" and "shared" economic growth, i.e. growth that can withstand economic shocks and benefit allstake holders. Countries can, therefore, benefit immensely from corporate governance framework as a tool to address factors leading to sagging economic activity. "Going by the current performance of the economy, the external sector outlook, fiscal deficit and energy crisis would continue to challenge problem solving skills of economic governors as they did in the past. Although dividend payouts are a function of firm specific variables such as investment requirements and earnings variability, Lintner (1953) hypothesizes that dividend policy also is influenced by an industry effect. This effect could be interpreted as common correlations with determinants of dividend payout by firms in the same industry, but Lintner suggests an effect of dividend leadership analogous to price leadership or wage leadership. Such an industry effect, if it exists, presumably stands apart from other firm-specific variables that affect payout decisions of the member firms within an industry and causes industries to have varying dividend policies. Some evidence suggests that there is significant variation in dividend payout ratios among industries ).
It is not clear from these studies, however, whether an industry effect persists after other determinants of dividend payout have been controlled. If, as seems likely, firm-specific determinants cluster similarly within groups of like firms, then such commonalities could serve to drive much of the industry separation detected in prior research. Our paper presents tests for industry growth on the dividend decision.
3-Research Design:

3-1 Data Collection
Our study explores the relationship between economic reforms, dividend payout ratio, corporate Table -II shows the descriptive statistics of the study. The mean GDP growth rate and interest rate over the period of ten years are 5.39% and 9.25% respectively. The results show less variation during this period in both variables. The mean sectoral economic growth of LSM and FS is 7.8% which is higher than the overall mean GDP growth rate but with high variation. The mean dividend payout ratio in both sectors is 2.64% which is not very high ratio, but variation in DRP is very high. The average FDI growth rate during the study period is -2.60% which seemingly not in line with the given GDP growth rate at the same time 80.10% standard deviation is observed in FDI. The average board size in both sector's firms is 8, whereas on average there is an ownership concentration in both sector firms with some board independence which is very unlikely. There is a negative and significant between dividend payout ratio and board independence (r=-0.028) which is in line with the literature. The correlation between sectoral growth and interest rate is also negative and significant (r=-0.073).
4-Empirical Results
To analyze further, we run two stage-regression to find out the impact of economic reforms, corporate governance variables and dividend policy on economic sectoral growth. In first stage-regression, we estimate model 1, and then use the results of model 1 in second stage-regression.
In table-IV, first stage-regression result shows that the overall model is significant at 1% level of significance. The co-efficient of lag GDP growth rate is highly significant at 1%, which shows an impact of lagged GDP on GDP growth rate. The interest rate co-efficient is negatively significant at 5% level of significance, showing its negative impact on the economy growth. The dividend payout rate has positive and significant impact on GDP growth rate. All three governance variable ownership concentration, board independence and board size has positive but non-significant impact on over all GPD growth. The adjusted R 2 of first stage regression is 18%. In second stage-regression, result shows that the overall model is significant at 1% level of significance.
The GDP_E coefficient is positive and significant at 1% level of significance. This shows that growth in GDP can contribute into an individual sectoral economic growth of a country. The interest rate coefficient is negative and significant at 10% level of significance. The FDI has a positive but insignificant coefficient. The result also shows that there is a positive and significant impact of dividend policy on sectoral economic growth. Among three corporate governance variables, ownership concentration and board independence have positive and significant impact on sectoral economic growth, which is very unlikely for ownership concentration. There is a positive but insignificant impact of board size on sectoral economic growth.The adjusted R 2 of second stage regression is 25%.
5-Conclusion:
The study tries to establish a connection between different but important indicators of an economy. In Pakistan, we had gone through phenomenon economic and structural changes during the last decade. The last decade (1998-2008) is very important for Pakistan in term of political and economic changes in the country. That is the very reason, we have chosen the same period for our study. The main objective of this study is to identify any relationship between sectoral economic growth, economic reforms corporate governance and dividend policy.
The result shows that all three factors, economic reforms, corporate governance and dividend policy have significant impact on sectoral economic growth of Large Scale Manufacturing and Financial Sector. In economic reforms variables GDP growth and interest rates have positive and negative impact respectively on sectoral economic growth while FDI has no impact. This shows low interest rates and high economic growth contribute in sectoral economic growth. If economy is in good shape then its effect will be reflected in the industry's progress as well.
The second part of the analysis focuses the impact of corporate governance practices on sector growth.
The result shows that board independence has an important role in the progress and growth of LSM and
